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Summary

Federal employees participate in one of two retiHi
System (CSRS) was established in 1920 and cover s
Participant snoitn ptahye SOfc® farld bSle ctuarxidtsyeamr d tSlhey ad o n
Security benefits. For a worker retiring after 3
equal to 56.25% of the average of his or her hig
Th®ocial Security (PAneh]ldndeeng i roefd 198Beral empl oye
1983 to participate in Social Security. Because
Social Security, Coopnngernets so fd iar encet v dr et thier edmevretl p 1 a
hired aftTehre Ir®e&F3r Hder wh s’Rmli & ¢ g ane o t System (FERS)

(P. L-33%9 The FrEeReS ehlaesmetrht s: (1) Social Security,

annwintdy FERS suppldemdntthe TISBPr i ft Savings Plan (
ThemountFBRS tthesic retirement annuity 1is deter mi
base, (2) tamad adB9r waelarmrsatod, ser vi ce.wolrhlekersal ary |
hi ghest three consecutive years of pay. Under FE
service, or 1. 1% Heged ¥ookelateret wioifh g2ebrtvarc emo rAe
worker with 30 ye & hasgoed Pvislelr vaiecEcE RrSeetpiernisni go na te qu a 1l
33% of the averaghreft kRiomsemcuhdwehiyghaeast of pay,
annual salary.

The TSR fiisnead croenttermebnutt ipolnan similar to the 401(k
employers in the private sector. The income that
depend onetha bhablaor heempkeypaast .cdwe2éddSby FERS
comitbute HP8,t®d t he TS&S 0 Eonpclawny ¢ceasn targieb ut e an addi
$ @0 0 . Contributions of upntdfeERS% aorfe pmayt cmhaedde bbyy tw

federal government. Workers covered by CSRS can
matching contributions.

The TSP is at hkeERS¢l empuntiafly for workers at the
pay SThael Social Security benefit formula is desi |
l owage wor ker swatghwar Kershi §he wEHRS a3l B bomuduity
of finfok @sal @ mpl otyhaegoefr i BHhi ngaas.Hofwegevice

federal workers greedteéeon pentctehbaf88Poflogpwmeglach t he
of ncome replapemdntwornketoswean achieve from just
and Securittafnnmual rate of rreotmrtnlcedT SOR H1%3 ¢c é nx b ane
33%f final pay for a federal eermp3 0o yyeea rwsh.o cont ri
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Introduction

Federal employees participate 1in onrement wo ret:i
System (CSRS) was established in 1920 and cover s
Participants in the CSRS do not pay Social Secur
Security benefits. For a worckee,r ar eGSiRS nagn naufitteyr Ww
equal to 56.25% of the average of his or her hig
Because the Social Security trust fund,s needed e

th&Social Security (PAneh)ldnfeend wi roefd 198Ber al empl oyec
to participatd@oiao8ndindt Sef awietthy S opceinasli oSne cbuernietf
Congr es st hdei Irdeegvieendt of a new retirement system fo
1983. The Fedultal wiRmptltibggenesnt Syste . (LEERY) Act
3 3)5.

The F&ERSiI st s of three el ement s :

X Social Security,
X the FERS basic retirement,amdnuity and the FE
X the Thrift Savings Plan (TSP).

Al'l federal leynpHhiofyed esr a ind omplbaymednnter January 1,

enroll ed asnor gtnhpel obyhe®eSsy ol unt arily switched from CS

“pen sSSkakdnsn 1967 7HMWD Ol ¥*X&.er al civilian and Po

empl oyeest hofseallelread irmet i Semeambet aFF, OBPOLHIT 90
CSRS

weretpaipating 27,80 By( WERS ander the

ThEERBasic Retirement Annuity

Retirement Age and Service Requirement

Federal employees are fully vested in the FERS t
service. The whrié¢hestwagker can retire under FER
1948 mimheamemi r e nMR#Analge FERS began to increase i
born in 1948, andt hdgetVYenhonmatl hgs eowi bodrAaD&EODHh1 970 o
)In 20wbi¥kesdhawhoompleted at least 30 years of se
unr educeadt atghedui S&n empl oyee with 20 or tthore year
an 1immediate, utnhaegodful®t,e da md naun tegmmltoyee with at 1
service c¢an mme tdai mant ueiwthagghbeabt?® n

1 Relatively few employees who were covered by C8R&e to switch to FERS baut 5% of eligible employees
switched in 1987and fewer than 2% switched in 1998.

2U.S. Office of Personnel Managemeftnual Report of the Board of Actuariiyil ServiceRetirement and
Disability Fund, Report for the Fist Year Ended September 30, 2013

3 Members of Congress and congressional dederal law enforcement officers, firefighters, air traffic controllers,
and nuclear materials courieran retire with an immediate, unreduced annuithaageof 50 after 20 years of service
or at any age after 25 years of service.
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Table 1. Minimum RetirementAge U nder FERS

Year of Birth Minimum Retirement Age

1947 or earlier 55 years

1948 55 years, 2 months
1949 55 years, 4 months
1950 55 years, 6 months
1951 55 years, 8 months
1952 55 years, 10 months
1953 to 1964 56 years

1965 56 years, 2 months
1966 56 years, 4 months
1967 56 years, 6 months
1968 56 years, 8 months
1969 56 years, 10 months
1970 or later 57 years

Source: 5 U.S.C8412

Under FERS, employees (or former employees) who
government service ¢ aent ierleencetn tt oa nrneucietiyv ea ta trheed uncic
age. For those whoarmnrhwaotpéeer smhne nopy inoualdtuitphldiiebdy 5 ¢
by the number 6fhdy dadres’si namdgiové llmmatl i me t he annuity
example, avhoempltloreswiatoth dbewer than 30 years of
his or her annuity reduced by 30% below the amou
wer edba2geor ol der at retirement

Of §3RA8flederal empl oyeehso croevteirreedd buymtd@ESrR Snromr Imas , 1 w
FY201%,w89e bet ween t‘Hheyghadotinbphdvamsad g&fd o i n

federalamndr 0i deyear s Thfi-fmpyktr cany e€frfvéededal worl
tooknamet irement undeer €SORE ewirn ol Yd2e0rl.3 The average
federal workers covebR¥2dOulddeCHSRS rwmhloumtedn yede tiinr e

was YdanBds. Their cdawdaddga Ifedghtyl haasnedy g0a.c9¢ whs 35
mil itar.y Beecravuiscéeeywe eampl vgkbgs hired before 1984 e
indi vwhdamalasve been retiring under FERS have tend
t he fweodrekr aflor clea tree liant ifivicel HFY 2 8dbf8¢déddal empl oyees

retired with 1immEHRSteThannidavesaga,degadwithebd63d. 7
averagecl onsgetirlavvrtobhfe e der al gowe(rrasimmd nlt. 2waye a21r0s. 7o f
militarSThseeeviagd) béngervice for workers retirin,
time as the proportion of fedeumdfeERBplconde nuwlho
to increase.

4“Normal, voluntary” retirements exclude those occurring du

resulting from reductions in force, and mandatory early retirement for federandovcement officers, firefighters,
and air traffic controllers.

5 Certain military service is creditable under CSRS and FERS. For more information, see CRS Report@G46it28,
for Military Service Under Civilian Federal Employee Retirement Systeynisatelin P. Isaacs.

6 All data cited in this paragraph come frahS. Office of Personnel ManageméehtS t a 1 Abstracts Eiacal Year
2013 Federal Employee Benefits Prograins
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Calcul atfFiERpas$ he ReAnnuemeént

The FERS basic irsdteifrinmednDipdanmesfuioth y The amount of
benefit is determinedt by amghluanpdegi og tykonee Dfcsec
t haennual abenedl tsatla,r—yasbdisssehsehown in the followirt

SHQVIPRX ®W DUV RIxeFFVIXAEHOS BDWH\ %DV H

Salary Base

In both CSRS and FERS, thempladtphe biaglkests t he a-
consecutivepayy,a rsso mefthibhmgehsipeed 1 1 e d

Accrual Rate

Thennualabenedlitrate is the percentage of the s a
benefits for each yratrtiodmemdobreacdtUntdhee rFaEtReS, o f
year. A worker with 30 years ofquedbvie® ofiltlhday
FERS salPEmpl bpses with 20 or more ¥ dawgosf of feder
62 or later beanaec€cedaft eldaltWe tfhora eaclFoyeemxamplser
wor kadFeEFERS who ryeetmirroddisd hat2 96 lyears of service woul
annuity eqliad btogha&dkeofhge pay. Delaying retire m
increase the antnhuaeteyr @ pe SPdoy © ft ha ghenefit accrua
1. 1% chryear of service rather than 1.0% per yea

Under e&£BRISagyees accrue pension benefits Tht rates
CSRS bemerduae. 5% for edyhanf§ ohesfforvbbtheeg 61 . 75 %
throlWybkbars aqf asmar 2i. &% for eachOyyeed@rhi s freseunbisei:
a retirement annhigthregu alMotra @ 6wp2rsk% rofwho retir
years of service.

Social SeaduffERYS Suppl ement
Conegsrs 1 n hkelhRISe dt o be a ¢ o mplceotne irsStdicnrge lmefShe ¢ praictkya,g

the FERS annuity, and the Thrift Savings Plan. E
cannot bd¢ pacgebRe f oCroen gr e ¢ hei HERBdnpd piprt £ one n t
federal wor kertshiegwhfo 2Tthet IFIERSb sfuprpd ement 1s equal
the Social Security benefitt htgegoebweh itchha tt hies wotrtkreirb
this orfygdampdloydnm nRE RibnkdF ER S s u pipsl epnaeinbaegoehi t 1 1

62 to workethewhmont enti mg(eceuari Gtegnmelngtl der with at 1 e
years of tlmegebd 60 chwiavtr lactast 20 years of service.

" This calculation is based on nominal (current) dollars rather than indexed (constant) dollars.

8 Under FERS, Mmbers of Congresist elected prior to 201,3ongressional stafirst hired prior to 2013and

certain public safety workers accrue benefits at the rate of 1.7% per year for the first 20 years of service and 1.0% per
year for service over 20 years. These rates yield a pension equal to 34% of the FERS salary base aftef 20 years
service and 44% after 30 years of service, pralitiat both the age and length of service requirements for retirement
with a full FERS annuity have been met.

9 Under CSRS, initial benefits are capped at 80% of-Biglverage salary. Members of Congraad congressional

staff accrue benefits at the rate of 2.5% for each year of service. This yields an annuity equal to 75% of the CSRS
salary base after 30 years of service. Certain public safety workers accrue benefits at 2.5% per year for up to 20 years
of service and 2.0% per year for service beyond 20 years.
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ttrminates at the age of 62, regardless of wheth
worker benefits at that time.

CosotfLi ving Adjust ments

Cootfl i ving a(dgQlspsmetnetcst t he purchasing power of r
beienrgoded by inflati@QRPLQDWbAS riendreaneatt hacome,
noitncr e JPOLiut&EOL As have been in effect since 196
inception of FERS.

Retirement benefits paidi mfaldetri cClS,RSa sa rme afsudrleyd il
Consumer Price Index fotW)Wige BBERS Shdargy MWNonkety
r ii med coxneldyh ¢ fannual r2a%ea oFfE RiSn fbleanpeafvintisa balrye

ndeixferd liastni oenx c ek 5 tolWe 2&RIr eases by 2% or less, t
enefit 1is increased by th-3. ahfiuvWhiempE€rPeacsnetsa gbey i 1
% to 3%, the increase in theWFERSraeasnas tlyyimote
han 3n%,r etahsee iin t he FERS annuW tnyi niuss eoqnuea lp etroc etnht
oilintder FERSs,praocei died wmatdliyreds62 who alrdem,geannuit
n dtehaegeeb 2 who retired because of a disability, a

The Thriftaavings Pl

ThehrTi ft PSaimsd mag s ned o oDnGt)erti ibruet meomt p40aln ks)i mil laanrs t «
ovided by many emplNgwry hnre¢hefpdéenvaltcempkboype
ticipated in a 4@1(kplpl davecanheiiffi tUWdyY kohae
or Wer who leave the federal government for j
ve their -mwhneerye iint tvhiel ITScPontinue to accrue 1in
ns acctohadimegr formance of the funds timhe whdah t
1
0
i
i
n
1

[=Hse TS S e N -]

o
-

]
e
c
over theide fTeStPr efdi nbdass tqsn aidni tfca ®adn ortehteirr etmaexn t s
nt such as an IRA or a 401 (aknfdugvleagnt.e dAliln T S P
contributions to the plan, federal matchir
investment from interest, di vidends, and ¢
y automatic adnttri bhtricensy ctacd st {f¢e¢ wbSBears f
yees abmd necxhe cpwtliivtei cal appointees).

B =500 ® 0 ne
=

.3 6(00Cct ober 27 0200Fera’lding wgStPh dtrioann sot her t ax
lified retirement savimngs -spelcatnosr, fsiurcnhs ausn dtehro s
(k) of the pasfctdobdergadi £etioons under 1. R. C.
ows empl oyeesdetfoe tbreegd nc anmatkri inbgu ttiackns t o t he TS
oming employed byP.tLh-8 I9@@dteaadr gbW,erh@m@h)} .al l o
formed militadyt peosonmnmetd honraady veeser ve to

c o o g 0T SEQ T 40
-0 ——o - T oo oo — o gn-

5 0 —o g

10 Under both CSRS and FERS, COLAs pagd out beginningn January each year, based on the percentage increase
in the CPIW for the third calendaquarter (JulySept.)of the most recent year coamed with the average GV for

the third calendar quarter of the last year a COLA was determined. For more details on COLAs for CSRS and FERS
annuitants, see CRS Report&8a4,Costof-Living Adjustments for Federal Civil Service Annuitieg Katelin P.

Isaacs.

«“q401(k)” refers to the section of the Internal Revenue Co
withdrawal for contributions to certain kinds of savings plans and for the interest and dividends on those contributions.
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t he same ter ms and conditions as civilian federa
contridhutions

P.L.31lan22,p2dWi9dJes for newly hired federal e mp
tomatically in the TSP at. aPdetfiaalparctontecdbdbudl
fferent contribution rate and change their 1ny
ntributPB. It.e3 Blhdo TSIPi mi nates a previous waiting
RS to be eligible to receive angternicbyu taiuothosmat i ¢
L
n

.2 5151Be ¢c e mber 18, 2014) changes the default 1in
tributionB. Le2 SISSFSPPdeédénul o6 contributions wer
n “GhFeund (government s ®chrdidFSvWweawmer), ocharge dl StPh ¢
default invest mempr ocoprtiiatne loi fteheey calgee Fund.

- 0o g Mo aw®

Empl oyee and Agency Contributions

Federal agencies contribpay &80 ameuilSPefoal et ohl
undFfeEERS, whet her oroset tHhecampyttchbimeg oJoo t he pl an
employees can &,0@¢t ¢t o btEhnep |ToPyPdtedh nfdlgder owont ri bute
an additiTohmesle $eompPOI0Dy e e cont r i btuatxi obnass ima, y ibne wnhaid
case neintthreirtb utthieoncso nor i nvestment earnings that
money is withdrmrPawkn3 BAlthernaztidval gual ifted Roth «
the TSP. Under a Roth contribution option, emplo
ma de wittahx aifntceorme. Qualified di st rigbeunteiroanisl yf,;r o m
distributions taken fivéidr tmoroe hy ecaomst ra fbtuetri otnh e
she has reachead etfhtee ga.ge of 59 %

n addition, contributions uanfdfelrRS taor & %Ymatfc pad by
ederal government acc oADEIOMgF etdoe rtahle wsocrhkeedrusl ec osvhec
SRS also may contribute to the TSP, but they r1e
empl oyimngs agenc

I
f
C

Table 2. Government Matching Rate on TSP Contributions by FERS Participants
(as a percentage of salary)

Employee a Government Total
0.0 1.0 1.0
1.0 2.0 3.0
2.0 3.0 5.0
3.0 4.0 7.0
4.0 4.5 8.5

5.0 or more 5.0 10.0

Source: 5 U.S.C8432
a. Subject to a maximum of $1000 in 201%nder I.R.C. 8§402(qg).

12 Members oftie uniformed services are eligible for matching contributions only in some cases. Matching
contributions are permitted only for personnel in critical occupational specialtiéshey must agree tcerdist for six
years to be eligible for the agency admition. The FY2006 National Defense Authorization Act expanded the
authority for agency contributions to include the duration of the initial enlistment of enlisted personnel.

13The changes undéx.L. 113255are effective for all TSP participants, except for military servicemembers. The
default TSP investment option for military servicemembers

14 Maximum annual salary deferrals are set in law at I.BeCtion402(g).

Congressional Research Service RL30387 - VERSIORO0 - UPDAED 5



Federal Emp | oyees’ Ret i r eme Rdled the TheifinSavids €lan

Maximum Allowable Thrift Savings Plan

Prior to JulyuhdFeBRSY 1¢ o wlmdn boomptetreh & vhtaens s er o f 1 0 %
pay or t he-dmd gcranmgtdr itbawxt i on pet mbas #BRP¢ gundértBe
RevenueP. Co- 8l@D6e c e mber 21, 2000) increased the ma
contribution to the TSP by one percentage point
e mp l eiens FtEhReS were allowed to contribute up to 119

in GShReS were allowed to contribute up to 6% of p
contribution rose by one percentRaSge npdoildth efaoch
in 2005 .0offdy piemicetmtagecontributions to
ning in 2006. Employee contributions to

cabl®eatdi@@uT I RC1 i mit i.s Bnpdl, 0ydlede si nwh2o0 1wi 1 1
ol der at any ti foe tucfile 02n0t Ir5i bcuatni ommask eo fa dudpi ttioc

)
t he
t he

we oA
ST 0

Penalty on Early Withdrawals

With certain Sexcctéipdd pnsmpds Rs Ca 10% additional t
alll iqgfuiaed plans, includingyvet hiegoeB®Ps;, unleess s otrhe i
becomes ®hsasbheditional tax does not apply to e:
fter the plan ophaegebO®istpant has reached

b eanfetfeirc itahrey deat h of the participant;
use the participant has become disabled:;

(o)

fo¥)

n alternate payee under a qualified dome

a s wdh e

n employee who has separated from servic
ngementt hatgoed b SSeaching

= o O O

ividends paid from an Employee Stock Own.

N ¢

ugh an IRS levy to collect back taxes ow

©

ay medical expenses of the plan particip
he extem¢dthaf Dthttyadxusted gross 1income,;

© O

©

art of a series of substantially equal p
he participtahe partheiponntahdvbeneficiari

—- © =
—
I = TR - B~ B = WY B R VR

= »

©

- 0 A+t A N g =
72

reservist who i1is otd@r.dadyso active duty

o

A participant in tihet TiSPumuens begom th&ki HTEP dno 1
year after the year 1 haegeelWi0cdith tulmd epar ttihei pamt iactit
empl byed he gdhesamdnmuogsti bbhe¢ i omsl udsdtiaxatbhe part
income for the year. The requirement to begin t a
apply to qualified Roth contributi emnsx, ibneccoamies.e F

Participant Loa

Participants malSPeecrnGawsfimd mptwugids bel czpaid wit
five years. tRieckfcondenhe¢ aputpanse of pmmseshadbieng a pr
repaidl Swiytehairns . Par t i c iomalmwtoant ¢pavs pmay bentakbmti

15 For more information, seBRS Report RL31770ndividual Retirement Accounts and 401(k) Plans: Early
Withdrawals and Required Distributionsy John J. Topoleski
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attribut aabnlde ceaanrnnoitn gesx c¢ eheadl ft hoef Itéhsesvepra totfd coanpea a 6 n t
balance ¥r $50, 000.

The inted8SPbansgtGElumdeinterest rate at the time
issudcdpl sy rtecord keeper. The rate i1is fixed at
earned on loans 1is allocated to the participant
are in default have wuntil 1t hteo emaly otfhe hev eroddeo wa
not repaid by that ti me, the loan plus accrued i
plan participant, which may be subject to the
be ftohmeged 9.%2 kf ptalb t i cipant leaves federal service
repaid in full or the loan will be treated as

AgdB8ased Withdrawals and Hardship Withdrawals

In general, participants cannyotsewpwiatrthdra wrmonn & ¢ df
empl oyment Distributions while the participant
permitted only if the individual is experiencing
59 %. Participants WHWdJd2 amad a@awver stthd lagenpd oyed
can take -baa sseidn gwiet hadgrea wal from the TSP. The part
withdrawal in his or her taxable income for the
IRA or @quahefi¢dxretiremént plan within 60 days.
A participawmtercvarmn et awki e¢ hadr aiwm 1l from t he TSP if
financial hardship. Hardship wit hdazxahl e mmes o mde
and they mayalbddigubpadt 1086 amx i1if the participart
the pastctonpanbutions and earnings on those ¢
amount of the withdrawal 1is limited te the amour
prohibited from contributing to the TSP for six
a hardship withdrawal.

To qualify for a hard&hifpg nwintch carl a male,d tmues tp amtiisa
of the foll owing:

=]
o

gativeamdhantthlow;

X X X X

legal expenses arising from separation or

TSP Investment Options

The contribution that tpHeo'yEER twirlelmemak & ntc® ma
the value of the account at retirement’s The valu
salary during his or her federal service, the
number of yeianrvse sotvneern twheiacrhni ngs accrued to these
performance of the funds into which the employee
participants in the TSP c¢can deposit their contri

medical expenses that are not covered by 1ins

personal casualty losses that are not cover e

X Th”Funidn we sith a st ock mar ket Sitnadnedksa rfdund t hat

and Poibdeoxd 0l10a rtgoe mesdii memd U. S.. companies

16 More information on TSP loans is availablenttps://www.tsp.gow? DF formspubsspbk04.pdf
17 More information on irservice withdrawals from the TSP is availablétap://www.tsp.goviormstspbk12.pdf
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X Th&”Fundvests 1n

t hBear cl ays

X Th®G”Funidnve Ut $S.igovernment
the average

or mor ¢

Capit

bonds
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TSP. As itphentp arptpirooaches retirement, the
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Table 3.Annual Rates of Return for Thrift Savings Plan Funds

Year G Fund C Fund F Fund S Funda | Funda
1988 8.8% 11.8% 3.6% 20.5% 26.1%
1989 8.8% 31.0% 13.9% 23.9% 10.0%
1990 8.9% -3.2% 8.0% -13.6% -23.6%
1991 8.1% 30.8% 15.7% 43.5% 12.2%
1992 7.2% 7.7% 7.2% 11.9% -12.2%
1993 6.1% 10.1% 9.5% 14.6% 32.7%
1994 7.2% 1.3% -3.0% -2.7% 7.8%
1995 7.0% 37.4% 18.3% 33.5% 11.3%
1996 6.8% 22.8% 3.7% 17.2% 6.1%
1997 6.8% 33.2% 9.6% 25.7% 1.5%
1998 5.7% 28.4% 8.7% 8.6% 20.1%
1999 6.0% 21.0% -0.8% 35.5% 26.7%
2000 6.4% -9.1% 11.7% -15.8% -14.2%
2001 5.4% -11.9% 8.6% -2.2% -15.4%
2002 5.0% -22.1% 10.3% -18.1% -16.0%
2003 4.1% 28.5% 4.1% 42.9% 37.9%
2004 4.3% 10.8% 4.3% 18.0% 20.0%
2005 4.5% 5.0% 2.4% 10.5% 13.6%

8Th ¢ &n8“°I » swarenadded in 2001 in accordance with Theift Savings Plan Act of 199€.L. 104208).
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Year G Fund C Fund F Fund S Funda | Funda
2006 4.9% 15.8% 4.4% 15.3% 26.3%
2007 4.9% 5.5% 7.1% 5.5% 11.4%
2008 3.8% -37.0% 5.5% -38.3% -42.4%
2009 3.0% 26.7% 6.0% 34.9% 30.0%
2010 2.8% 15.1% 6.7% 29.1% 7.9%
2011 2.5% 2.1% 7.9% -3.4% -11.8%
2012 1.5% 16.1% 4.3% 18.6% 18.6%
2013 1.9% 32.5% -1.7% 38.4% 22.1%
2014 2.3% 13.8% 6.7% 7.8% -5.3%

Average Return, 5.4% 12.0% 6.8% 13.4% 7.5%
1988-2014

Source: Federal Retirement Thrift Investment Board. Returns are net of TSP expenses.

a. Actual rates of return for S andRunds since May 2000. Rates of return for Wilshire 4500 Index and the
EAFE Index, respectively, before May 2000.

Note: "$YHUDJH 5HWXUQu LV WKH DYHUDJH DB2QX3 Kdbie@. UDWH RI UHWXUQ RYHU WKH

TSP Withdrawal Options

Atr e¢mentempdowyee can withdraw funds

from t TSP
There are four wawmsthldanéwafiusdpl 6yem th

he
e TS P:

X as a li¥e annuity,

X in a sisngrhepdympnt ,

X in a series of monthly panyormetnhtss ,o re iitnh ear ffioxre d
ollar amount, until the account 1is depleted

X partly as a lump sum, and pa%tly as an annui

TSP Participation Rates

As Qocft obe,r t2hOel#denVivtelrieon acti ve and retuidiendd partic
both current and former civilian employees and
ral employeesf ERB§ @dr ¢ hoseowhod weme el igibl e
the TSP wpayer mhki oagntmoinlgu teimprdsoge e n ®howve SRS, 6
contributing to the TSP. Ofchteo baewea$2d04184, S B amoagn t
FERSartiesngasts3, 057 among CSRS participants

As Qocft o2b0Oelr4 , assets investbdllméGH thnedl ThSR & DX %1 ed §
toaabketsb({BIstCEAund?2Bg Bd D0O.1Y i tFiafeu n d 5% (8211d. 6

19 A life annuity is a contra between the individual arah insurance company, in which the individual exchanges a

lump sum for a guaranteed stream of monthly payment for the rest of his or her life, and often for the lifetime of a

surviving spouseThe insurance company invests the lump sum and uses the earnings of the investment as well as the

principal to make the payments to the annuitant, which are based both on the estimated rate of return from the

investment and actuarial estimates oftheanhta nt s remaining 1ife expectancy. TSP a

20 The annuity or series of payments must begin at the time the lump sum is paid.
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bil) i oShifeund 1 Bo¢S#4 db21) i t'hfeu nd 5% (B211db 61)] i an‘d” t he
fundvhich invest ifivtdhel HSh3bdHobitfon ESPtotal asse
the ?THR. share of total TSP assets held in each |
among t hedifsutnrdisb mptihoeye o famdntetmpbwtyeens amang t he
transfferscount balabyepaamongphhengfuandipl oyees

Il lustrationsRo¥Fethns HISHFvidin
Retirement I nc o me

Using a series of hsei nfpollilfoywiinngg atsasbulnepst iiolnlsu,s ttr at e
assuring an adaguatforefmedme¢er dbrempFERSesEeaholle
table shows the annual salary in the wear bef or c
l evel, -neomd 2aGtS a@8 -loSnne Tahte GSal aries shown are t
step 8he pay gradéBEGH dDB@®H gr(a/DE28h4dDE QH

as suming that fiuntcurrecdosfeal Pdlyhdea 5.2 lumtyp ame expresse
theirdo20lafy e qui vaaelsetitensh, flud ued oMfpartxToheea rate of
tables show the estimhe¢eceflenepdbicetmetartemanvels f dor i
income provided by’scd®Pemtccognianliiafmep |4yt wivteyl ., s i

LWKRh@h of the four tables, two factors are vari
he TSP. Fi ntailr smd mtr iiesc mmed mwepl acement rates ar
llustrative pay grades. The replacement rate 1s
o the TSP, and thus receive only the agency aut
ontribfitgpayp,% and therefore receive a 5% contrib
or workers who contribute 10% of pay, which 1es
would a 5% employee contribution.

$FURYY¥ four tables ,t htewoa sfsaucnmeodr st aatreer oWtuhtréeaddu:y nt o n
TSP aedipl bwember of yeats reffigsemeind 7/DHAK result s
andDEQH ¢ basedsmamimnal rate of returnmnon 1nvestn
7TDEQH dDEQOHt he resuldon afremibgasle dr aotne aof et urn of
Because the rate of 1infl abtei Wnp/és peasmmetlhe nr ¢ dles
returesomenid viiTBEGH aDEQH whe wBOE&H dDEQt e real rat

—- O e

21 Federal Retirement Thrift Investment Boafdyift Savings Fund Statistic©ctober 2014, availablé a
http://www.frtib.govpdf/iminutesMM -2014NovAttl.pdf. TSP assets from individual funds exceed total assets due to
rounding error.

22 These GS salaries do not reflect any statutorycpag. Additionally, these GS salaries do not reflect-takae pay;

they are not net of any retirement or other payroll contributions or tax withholding.

23 This salary growth assumpti@md inflation assumption confimm the U.S. Social Security Administrt i on’> s “ The
2014Annual Report of the Board of Trustees of the FederalAgjel and Survivors Insurance and Federal Disability

Trust Funds ” T a b lawailalle onlBahttp(//www.ssa.gowacttr/2014Ir5b1.htm). The 4.0% and 2.7%

assumptions are the average value of the intermediate projections across tB84Dmbriod.

A “sdndkeannuity” pays benefits until the annuitant dies
benefit, but guarantees continued payment wuntil the death
later. A “level annuity” pays a fixed monthly benefit year

benefit, but théenefit is increased by a fixed percentage (often 3%) as a means of preserving the real value of the
benefit against the effects of inflation.

25 SeeTable 3 for actual historical rates of return for TSP. For the purpose of simplification, constant rates of return for

TSP—either 6.0% peryearor 8.0% peryearr ¢ assumed in this report’>s illustrati:
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mpl oeyreressl |l EERBnhake an amount eq
i
o the TSP. This amount is mnot de
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By contributing 5T% Poefplpacy,mehnotwervaetre, ctahne b e

ccowmnto a retirementt haennwit wghakiulabla 1daempceen di mo nt he a
nd the interest ratecanvewhteh ttdheamcammmitt p.alBh
t retir e me npte rdceepnetnadgica bonft hphacye mpl oyee contribut e d
er care@te, oecfalhreneetdurbny t he funds 1in which these c
hlee ngt Rowodr t whmi ch contributions to the TSP were
ividends, and capitalalganms, d&mroladhgr giwedinviadwa
arger annuity thanaa hjygthhrgeranmearistoyn d altekdwitgean
nnuity. The annuity interest#terant d nt e rdastte rmit e d
atds oanr edi?® markets

uval to 1% of pa
f the employee
ducted from e mp
for sal

e of 1
vol unt

rom sums appropriated to it by Congreasls
nnual investment return of 6.0%, an employee wt
ill be aBl &%t of irneapl] ascael ary from his or her TSP
oluntary contri YDEQHdMstsamihg @mhai®. 0%S aat
ould replfapay3 fb% a worker who makKBEOHO

boost

assuming a nominal rate of return omsiwmfes$tment
t

of pay

26 The real rates of returneaderivedas follows: 1.060/1.027 = 1.032 and 1.080/1.027 = 1.052
2T The January 2015 annuity interest rate .87%% is used to calculate the TSP replacement rates in this report
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Table 4.lllustration of TSP Annuity Replacement Rates Under FERSfor an
Employee Retiring in 2044 at the Age of 62 After 30Years of Service

(assuming an annuabminalrate of return on TSP 06.0%)

GS-4 GS-8 GS-12 GS-15
Final salary in 2015 dollars: $50,720 $77,844 $124,684 $206,086
TSP Contribution Rates Percentage of pre-tax final salary replaced:
TSP monthly annuity with onfigs 2.3 2.3% 2.3% 2.3%
agency automatic contribution
TSP monthly annuity with 5% from 23.2% 23.2% 23.2%6 23.2%6
employee and 5% agency match
TSP monthly annuity with 10% from 34.8% 34.8% 34.8% 34.8%

employee and 5% from agency

Source: Estimateprepared by the Congressional Research Service.

Notes: Estimates of income from the TSP are based on a level, difegd@nuity at theJanuary 2018nnuity
interest rate 0f2.37%%.0ther simplifying assumptions used in illustration calculations: 4.9 gabwth per

year; 2.7% inflation per year; a constant TSP contribution as a percentage of salary made by the employee per
year; and a constant annual nominal rate of return on TSP account (6.0Pébte 4). GS salaries do not reflect
statutory pay caps or any reductions in takeme pay (e.g., for retirement or other payroll contributions or tax

withholding).

The impact on repdtackt%hemffil employod dhret fibutions
because each aghdi tpiaoynalonpearidbeartted by t he
contributions from the employer. The first

dolfledrol 1 armplyo tiheg eagency, and the next

the rate of 50 cents on the dollar.

Table 5. lllustration of TSP Annuity Replacement Rates Under FERSfor an
Employee Retiring in 2044 at the Age of 62 After 30 Years of Service

(assuming an annuabminalrate of return on TSP 08.0%)

GS-4 GS-8 GS-12 GS-15
Final salary in 2015 dollars: $50,720 $77,844 $124,684 $206,086
TSP Contribution Rates Percentage of pre-tax final salary replaced:
TSP monthly annuityith only 1% 3.1% 3.1% 3.1% 3.1%
agency automatic contribution
TSP monthly annuity with 5% from 31.M 31.M 31.M 31.
employee and 5% agency match
TSP monthly annuity with 10% from 47.0% 47.0% 47.0% 47.%

employee and 5% from agency

Source: Estimates prepared by the Congressional Research Service.

Notes: Estimates of income from the TSP are based on a level, difegh@nuity at theJanuary 201&nnuity

interest rate 0f2.37%%.0ther simplifying assumptions used in illustration calculatié®6 salary growth per
year; 2.7% inflation per year; a constant TSP contribution as a percentage of salary made by the employee per
year; and a constant annual nominal rate of return on TSP account (8.0Paliter 5). GS salaries do not reflect
statutory pay caps or any reductions in takeme pay (e.g., for retirement or other payroll contributions or tax

withholding).
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Table 6. lllustration of TSP Annuity Replacement Rat es for FERS-Covered Employee
Retiring in 2034 at the Age of 62 After 20 Years of Service

(assuming an annuabminalrate of return on investment in TSP 6.0%)

GS-4 GS-8 GS-12 GS-15
Final salary in 2015 dollars: $44,725 $68,643 $109,947 $181,727
TSP Contribution Rates Percentage of pre-tax final salary replaced:
TSP monthly annuity with only 1% 1.3% 1.3% 1.3% 1.3%
agency automatic contribution
TSP monthly annuity with 5% from 13.2% 13.2% 13.2% 13.2%
employee and 5% from agency
TSP monthly annuityith 10% from 19.8% 19.8% 19.8% 19.8%

employee and 5% from agency

Source: Estimates prepared by the Congressional Research Service.

Notes: Estimates of income from the TSP are based on a level, difegh@nuity at theJanuary 201&nnuity
interest rate 0f2.37%%.0ther simplifying assumptions used in illustration calculations: 4.0% salary growth per
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year; 2.7% inflation per year; a constant TSP contribution as a percentage of salary made by the employee per
year; and a constant anal nominal rate of return on TSP account (6.0%Table 6). GS salaries do not reflect
statutory pay caps or any reductions in takeme pay (e.g., for retirement or other payroll contributions or tax
withholding).

At an 8. 0% anmua le nrpal toey ecef croenttwrinb,uting 5% of pay
replacemétatDamet nd 7TOB@H ( See

Table 7. lllustration of TSP Annuity Replacement Rates for FERS -Covered Employee
Retiring in 2034 at the Age of 62 After 20 Years of Service

(assuming an annuabminalrate of return on investment in TSP 8 0%)

GS-4 GS-8 GS-12 GS-15
Final salary in 2015 dollars: $44,725 $68,643 $109,947 $181,727
TSP Contribution Rates Percentage of pre-tax final salary replaced:
TSP monthly annuity with only 1% 1.6% 1.6% 1.6% 1.6%
agency automatic contribution
TSP monthly annuity with 5% from 16.0% 16.0% 16.0% 16.0%
employee and 5%gency match
TSP monthly annuity with 10% from 24.0% 24.0% 24.0% 24.0%

employee and 5% from agency

Source: Estimates prepared by the Congressional Research Service.

Notes: Estimates of income from the TSP are based on a level, difegh@nuity at theJanuary 2018&nnuity
interest rate 0f2.37%%.0ther simplifying assumptions used in illustration calculations: 4.0% salary growth per
year; 2.7% inflation per year; a const@sP contribution as a percentage of salary made by the employee per
year; and a constant annual nominal rate of return on TSP account (8.0Rébit 7). GS salaries do not reflect
statutory pay caps or any reductions in takeme pay (e.g., for retirement or other payroll contributions or tax
withholding).

Additional IncomemRESpdiaaclm@amcufirty anc
FERSAnnuity

The TSP wa ss udpepsliegmeend troet i rement 1income from the
Secukart ya f eder able geimmpsl ohyiese owhah ¢ r raetta it cheey aigre DE1 D
fter 30 years of service, -tdhaer FERtS mrea smdgouutadinma 1 t
831%70f the fviomkl rdfFouah whaot kbeeygi ns his or her czc
nd raetthier edbs@wi tohf 20 years of service, the basic F
epl ac2el%2odfutfi nal e aorfmdtnl@®v,e Ir efgraornd Ivehsif€e h he or s
n both ofhet hdeoslel acra saemso,untt of t hepamnduée myl owyd ds b
ut the replacement rate will be apmbhidxismdtaelyy t
evel

’—'U‘*—*HN'—"N

28 Estimate prepared by the Congressional Research Service, assuming (1) fedgrai s@pr8 opay grades in the
year 2044; (2juture, averagdederal salary ioreases of 4.0% per year; and 8¢rage inflation rate of 24 per year
This estimate uses the same assumptions as the estimates in Tables 4 and 5.

2% Estimate prepared biaé Congressional Research Service, assuming (1) federal @izéaep 8 opay grades in the
year 2034; (2juture, averagdederal salary ioreases of 4.0% per year; and &8grage inflation rate of 24 per year
This estimate uses the same assumptsrthe estimates in Tables 6 and 7.
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30 Social Security is intended to replace a relatively higher percentage of aaeeage pay for lowage workers than
for high-wage workers in part because Congress recognized when designing the programtrzaidamrkers are
less able to save for retirement.

31 To qualify for a retired worker Social Security benefit, an individual must accumulate at least 40 quarters of covered
employment, or 10 years of Social Secudbwered employment (among other requiremeiis@se Social Security

benefits are based on the average of a workéghest 35 years of earning=ederal employees, including employees
covered by FERSmay qualify for Social Security benefits based on a lifetime earnings and employment history that
includes more thafederalservice.

32 Calculations by the Congressional Research Service, using SSA estimates taken from Table V.CAruf2d14
Report of the Board of Trustees of the Federal&ie and Survivors Insurance and Disabilitgurance Trust Funds,
July 28, 2014 athttp://www.socialsecurity.go@ACT/TR/2014N_C_prog.html#1078526-or additional details on
earnings patterns, see SSA ActabNote Number 2014.3 attp://www.socialsecurity.go@ACT/NOTEStan3/
an20143.pdf.
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cons ecut ievaer nyi enagrss OaovfleOrOa,g ehde $05r s he would be entit
$5, 000 per yetahaegie BT hai wgrher in this example wou
begin recs5ced @0 ngntabgotb® m t2 023 ydaensviafgt¢the feder a
gover.ment

In contrast to mhmre e xkhantpd fei gawd tc canttreidbuti on pl an
continue to grow BShwougkhwonwgt ladfei,ndiegiadwudless of |
changes jobs Il Kkamp¢eempbopgpebadndectoheheb T SPdedeh
year aowdttrhdbutions had earnetdhenaasvenage woatd bi
reached a value of apprioxihfkd ydSBadr 0i0g admpel ol
were to leave this money invesltededriredt retT ISR mem:
account, this sum woutlhde ceomptlionyuecee *¥woi tghrdorwe wu ntthie f

e Thrift Savings Plan Enhan

Enha
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contr
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P. 3NN 1HAmily Smoking Prevent,i owna sa nsdi glhoebda cicnot oC olna
June 2P, L20W&®htains the Thrift Savings Pl an
Di ision B of R.hle.-3blil1l . As enacted,
X prosfidre newly hired federal employees t
Thrift Savings Plan (TSP) at a default
X requtihree Federal Retirement Thrift Investment
TSP a qualified Roth contritbwti on program t h.
contributfimaemese dmndt tialkuti ons ;
X gisteche Federal Retirement ThdilfSWw I nvestment B
participuwian smuttouianl afdudnidtsi on t o t he five
nowal udeldei RS P;
X requtihree Thrift Board to submit to Congress an
demographic information about TSP participandt
X requires participants to sign an acknowledge:
ontributions in any investment option
X r atnte executive director ofumnder TSP authorit

ertain circumstances;

ith respect to payment of ; ;restitution

33 FERS employees accrue benefits each year equal to 1.0% of the average of tf&epaygAn employee with five
or more years of service can receive a full annuitheageof 62.

34 Once payment of a FERS annuity begins, it is protected from inflayi@mnual cosof-living adjustments-but
only partially and only for retirees a#j62 and older. SeERS Report 9834, Costof-Living Adjustments for Federal
Civil Service Annuitiedy Katelin P. Isaacs.

35Based on contributing 10% of pay (plus 5% employer mdtoh) a starting salary of32,000 and ending salary of
$52,000to an accoungarning 6.0% compounded annually.

36 Departing employees who have not reactiesgeof 55 canleawe their TSP accounts intact, in which case they will

g
C

X al IsDbwnhdesl d i n dsn TiSnPd iavcicdouvanlt t o be subject to
w to Vvi.

continue to accrue Iinterest., dividends, and capital gains
over” their TSP a-qualified retiresnent acaount sach astadividual Retaement Account (IRA)
or another employer’s 401(k). Alternatively, a departing e

rolling them over into another account, in which case both regular income taxes and a 10% tax pgeagiilywi
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e qutihree Secretary of Defense to report to Con

X r
agency match on ®Pobtyr mbmbeoss ofottlee ufi$ f or me
and

X al lsolwe surviving spouse of a deceased TSP par
decedea¢tcount .with the TSP

ThémaBSaviAgs (2014)

ings Act, wasP.sh.2mleld3 i nto 1 e

investment depftawlnt fiomv élsStPmec o
option for TSP ®t™Ghunmd bgovasnwast tPhdcaOldltdly fund)
however, the default -appmibgteen t Liofpet d yonl @ sF mmdv. tTh
undPerL .-2 51dlo3 not apply to military servicemembers,;
for military ser vV&&Femme mbers remains the

P.L.255 3 he Smart Savin
changes the default 1in
u b

i
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Appendix. Admiis t ration of the Thri

SaviRigan
h

The Thrift Savings Plan is administered by an ir
Retirement Thrift Invest ment Boar d, which 1s ¢ ha
prudently @ndnsekbelsy iof the par®tTihei mamtest sa md tt
Thrift Plan are maintained in the Thrift Savings
participant instructions 1in five liundveeds timme ntth ef u n c
plan. The chihrriefatt | o Blboehda k Raedls I nstitwtoi onal Trust
manage the index funds in which the F, C, S, an d
each fund are open to compttmamagebs devdbyyquht ¢ é
years.

The costs of administering the TSP are paid fron
costs oifn thk]l IABaPst s opreDbtas i(s '‘'pdidt pilds.ld®)n,t Q0 or

or awantesadhbr$l, 0% 0 invested.

Participant Accounts
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Thrift Plan maintains individual accounts foc
ited wi tsh ctohnet mpimklgteincoiympsacnotn tarrceh a tfgoerd s, and

drawals. The svadaecowrndt tthef lpaactts ctilpantumber o
e prices otfhda hei of aeiinmdyse sitne dwh iAdhmi ni strative e
onent of the share priceicciaplacnutl aitsi oenn.t iTthlee db ¢
i’sc iweasntted account. Thrift -Pdlamnparitnfcdampmattiso
uct transactions by automadg ewe¥sciltephone ser

Federal Retirement dThrift I nve st me

Federal Retirement Thrift Invest nf®Trhte Boar d v
d is responsible for developing the 1invest me
gement of the pHadna y wlhiircehfc tiasm wWEmderu ttihvee dDa yr e
inted by the board.

e of the fivel melmbdkirsg etdhr e h@lpghiommade d by t he
President chooses a fourth member of the boa
and trhien oHeoaudsger 1 a nedmbae rf iifnt hc oms ul t ati on with
catlgrd of the Senate. -Membetesr mf ahd dbhrdons
subject to Senate confirmation. blehe Il aw requ
vidsabstwnthal experience and expertise 1in
stments and ension benefit plans.

37 See 5 U.S.C88472(h).

38 TSP expense ratio data are availabletis://www.tsp.govhvestmentfundséindsoverviewgxpenseRatio.shtml
39 The URL of the Thift Savings Plan website igtp://www.tsp.gov

40See 5 U.S.C88472.

41See 5 U.S.C88472(d).
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Communication and Education

The Thrift Board communicates with plan particir
invegtmbhowices, benefits, and administration of
information, including the Summary of the Thrift
provides a comprehensive descriptieothoahn the Pl ar
program, withdrawal programs, and annuity optior
is provided through the TSP Fund Sheet and the N\
available on the TSP websitrly The w&h ¢ li HKeéOILBRKWY d a
Participants can obtain their account balances f
and interfund transfers or, in some cases, l oans
various calculadt ass rteiatreacnemtbe@luausmnimlgat ool s. A
e x pstahien basics of the TSP. TSP Bulletins are 1iss
payroll specialists of current @pée¢fmdelei ng procedu
authaot ed voice response system,-spreeviides ibdoh mgen

The authorizing legislation thafts easuttahbolriisthye da ntdh ¢
res pon slipbriolviitdiecess f or substand ifarlom npdeelpietnidecanlc ep roef s

Aut hority
The Thrift Board has the authority to

X appoint the Executive Director of the Thrift

X remove the Executive Director for cause (regq:

X establish investment policies for the Thrift

X instrDictedather to take whatever actions the Bog
carry out the policies 1t establishes; and

X submCobngoness legislative proposals relating

—

eder al l aw.

Independence

Members of the boaRmrde sairde mto ma mdteanfbiyr mchd by t he
confirmed they cannotyebier rteemonvse dwi ft rhoomm tt hgeoiord fcoauur
and nominsast iaome pdescieg neendb etros aosfs utrhee tbhoaatr dm ar e i n
supporterde sbiyd etnhte aPnd Congress. They serve in tim
pleasure of the President or Congress, assuring
positions without removal fromtmEfitcBoaTllerEeddr
no appropriations from Congress. Aaduntiamasttirati ve
contributions forfeited by employees who leave f
charges against participant accounts.
Responsibility

The law requires that the members of the board s
interest of participants and beneficiaries. In g
management practices ofoatrhde efxucnldu sairvee leyv ailnu arteefde rt
efficient and prud¢esnta snsaentasg.e mlehnits oefx ctlhues ifwuen dr e s p
further insulate the board from pressures to adc
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t hat might ntoetr rb ei nitne rtehset loofngpreserving and incr
investment per f'soramasnectes .of the fund

Oversight

To assurembhast olietme Thrift Board remain aware
Thrift Plan particiamarhtosr iazndgbdmefiisdiadrnioms ,estthhd
Thrift Advis ornye ntboeurn cciolu.n cTihli si sl 4dappointed by the
Board and must include representatives of federa
organizationsyemanagapeabiemphoemployees, femal e
executives, and annuitants. Al l fiduciaries of t
required by PThle t9e breetbomydeadf Labor is authorize
sus plecbtreeach of duty by a fiduciary of the plan.
are audited regularly by an independent account:i
Plan is performed bOvehsi Gowesem deommi Rehdet ba Sene
Committee on Homeland Security and Government al

Aut hor Information

Katelin P. Isaacs
Specialist in Income Security

Discl ai mer

This document wagrepared by the Congressional Research Service (CRS). CRS serves as nonpartisan

shared staff to congressional committees and Members of Congress. It operates solely at the behest of and

under the direction of Congress. Information in a CRS Report shoulierrelied upon for purposes other

than public understanding of information that has been provided by CRS to Members of Congress in
connection with CRS’s institutional role. CRS Reports
subject to copyght protection in the United States. Any CRS Report may be reproduced and distributed in

its entirety without permission from CRS. However, as a CRS Report may include copyrighted images or

material from a third party, you may need to obtain the permmissithe copyright holder if you wish to

copy or otherwise use copyrighted material.

2A “fiduciary” is a person in a position of trust with reg:
agains the potential malfeasance of a plan fiduciary.
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